Both Malaysia and Thailand were seen to be part of the miracle growth economies of East Asia and fast moving into high income status in the early 1990s. Following the Asian Financial Crisis (AFC) of the mid 1990s, both countries have observed prolonged growth slowdowns. In this paper, we offer a political economy explanation of the growth slowdown in Malaysia and Thailand in their post AFC phases. We argue that the nature of the political settlement in these two countries determined a growth strategy that was predicated on offering deals in the export-oriented manufacturing sector that was accessible to most firms, at the same time, offering closed deals to politically connected firms in the natural resource and services sectors. As the political settlement moved to a vulnerable authoritarian one in both countries, such a dualistic deals strategy became patronage based over time and detrimental to growth.
Introduction
Very few developing countries have made the transition to middle income to high income status. In contrast to the experience of the early developers (Korea, Singapore and Taiwan), many developing countries currently are stuck in a "middle income trap", where economic growth started slowing down after a period of rapid sustained growth (World Bank 2016) . 1 In the early 1990s, it was widely believed that Malaysia and Thailand would make successful transition to high income status (World Bank 1993) . During the 1950s to the early 1990s, both countries had growth rates that were among the highest in the world in that period, driven in large part by the rapid growth of an export oriented manufacturing sector. This growth acceleration phase was accompanied by significant structural transformation, as measured by manufacturing value-added as a share of GDP and the product complexity of exports. Outside the North East Asian miracle economies, there were few other countries in this period that had such impressive rates of structural transformation.
However, with the onset of Asian Financial Crisis (AFC) in 1996/1997, economic growth plummeted in these two countries, as in other countries that had seen rapid growth till that point, such as Indonesia and Korea. The growth deceleration episode from the mid-1990s to date was accompanied by an investment collapse, stagnating manufacturing exports and in the case of Malaysia, a falling rate of structural transformation. While it was widely believed that the initial recession would be short lived and rapid economic growth would return to these two countries (as it did in Korea), the growth slowdown has now persisted for two decades. Both countries are seen to be characterised by the "middle income trap" (See Cherif and Hasanov (2015) and Warr (2011) for Thailand). While most analysts point to proximate determinants of the "middle income trap" in Malaysia and Thailand such as slowing productivity and the inability to compete against low wage economies (Kharas and Kohli 2011) , in this paper, we offer a political economy explanation of Malaysia and Thailand's growth slowdown in the post AFC phase. We propose a conceptual framework drawing from political settlements theory (Khan 2010) as well as contributions by Pritchett and Werker (2012) and Sen (2013) , which we use to explain why growth decelerated in the post AFC phase, after a prolonged period of rapid economic growth.
2
To construct our analysis of Malaysia and Thailand's political settlements, we build on the platform provided by influential studies such as Doner (2009) and Khan's (2010) for Thailand and Gomez (2016) and Weiss's (2016) for Malaysia, but deepen their analyses by fine-tuning some of their classifications and periodisations. Gomez (2016:572) and Weiss (2016) for example, argue that Malaysia has had a "single dominant party" operating in a "competitive-authoritarian political system" since the late-1980s, a slightly messy analysis that obscures important shifts by bundling several concepts together. By employing political settlement analysis, however, we break these concepts down, revealing that Malaysia's political settlement has moved through three distinct stages, with the country possessing a weakening dominant party in the 1980s and 1990s, a vulnerable authoritarian coalition following the AFC and an increasingly competitive settlement since the mid-2000s, all with different implications for the deals space. In terms of Thai politics, meanwhile, we agree with Donor and Ramsay (2000) and Khan's (2010) classification that Thailand transitioned to competitive-clientelism in 1973, but stress that it was a hybrid competitive settlement in which non-elected establishment elites such as the military and palace wielded significant holding power, a feature of Thai politics they underplay. For this very reason, we also disagree with Khan's (2010) assessment that Thailand moved from competitive-clientelism to a dominant party settlement between 2001 and 2008 under Thaksin Sinawatra, as his ruling coalition largely excluded these factions.
We also go beyond these studies by breaking down the Malaysian and Thai private-sectors, offering the clearest picture yet of the dualistic deals strategies pursued in both countries. Gomez (2004) , for example, brings attention to the crony capitalism that sustained politically-connected Malay conglomerates in Malaysia but not the open investment environment that firms in export-oriented manufacturing sectors enjoyed, while Donor (2009) and others demonstrate the opposite trend in their work on Thailand, focusing on the growth coalitions that emerged in the textiles, electronics and auto industries but neglecting the cronyistic deals that establishment-linked conglomerates -notably the Crown Property Bureau, the monarchy's investment arm, which receives almost no mention in the literature -struck with state officials in protected domains such as pharmaceuticals and petrochemicals.
We argue that two political economy factors played a key role in explaining the growth slowdown in Malaysia and Thailand. Firstly, the political settlements in the two countries moved from strong dominant party to vulnerable authoritarian (interspersed by an extended period of competitive clientelism in the case of Thailand), which meant the political elite in the two countries lacked the enforcement capacities to discipline politicallyconnected firms in "high rent" sectors and in the case of Malaysia, follow effective industrial policies that was need for further upgradation of technological capabilities. Secondly, as a consequence of the nature of the political settlement in these two countries, the political elite attempted to manage the trade-off between political stability and growth enhancing institutions (openness to foreign direct investment and trade) by offering deals in the export-oriented manufacturing sector that was accessible to most firms, while at the same time offering closed deals to politically connected firms in the natural resource and services sectors (and in the case of Malaysia, the auto sector as well). While this dualistic deals strategy served both countries well till the crisis, they became more patronage based over time and increasingly disordered, and therefore, detrimental to growth in the post AFC phase. Where these two countries differed in their post AFC growth experience was a relatively better performance of Thailand in structural transformation as compared to
Malaysia. This was due to a the presence of a sufficiently strong Thai capitalist class in contrast to the lack of such a class in Malaysia, which itself was a function of the differences in the political settlement in the two countries.
The rest of the paper contains five sections. The next section briefly describes the growth and structural transformation experience of Malaysia and Thailand. In Section 3, we propose a conceptual framework that draws from political settlements theory and other recent political economy contributions. In Sections 4 and 5, we apply our framework to the growth experiences of Malaysia and Thailand in the pre-AFC and post-AFC phases respectively. In Section 6, we present the conclusions.
Economic Growth and Structural Transformation in Malaysia and Thailand
As Figure 1 makes clear, both Malaysia and Thailand have had extended growth acceleration periods, both starting in the 1950s and ending in the mid-1990s (1997 in the case of Malaysia and 1996 in the case of Thailand). In the growth acceleration phase, the annual average growth rate of GDP per capita was 4.9 per cent for Malaysia and 5.7 per cent for Thailand. Beginning in 1997 for Malaysia and 1996 for Thailand, both countries went into a growth deceleration phase, till date. The growth rate for Malaysia in 1997-2010 was 1.9 per cent, a drop of 3 percentage points from the previous growth rate. The growth rate for Thailand was 2.0 per cent, a drop of 3.7 percentage points from the previous growth rate. 1955 1957 1959 1961 1963 1965 1967 1969 1971 1973 1975 1977 1979 1981 1983 1985 1987 1989 1991 1993 1995 1997 1999 2001 2003 2005 2007 2009 A feature of Malaysia and Thailand's growth experience has been the high rates of structural transformation that has accompanied the rapid growth in these two countries. This is evident from the sustained increase in manufacturing value added as percentage of GDP since the 1960s in Malaysia and Thailand (Figure 4) . The trend was broken at the turn of the century, however, as Malaysia experienced a clear decline, while Thailand has continued to rise steadily, though at a slower rate than in the pre-AFC phase. Finally, examining the movement in the Hausmann-Hidalgo measure of economic complexity (a strong predictor of structural transformation), we see a sustained increase in this measure for both Malaysia and Thailand from the early 1970s ( Figure 5 ). This increase was observed till the early 2000s. Beyond this date, we see that there has been no improvement in the economic complexity measure for Malaysia, while the measure shows further increase for Thailand for the 2000s, though at a lower rate of increase.
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Overall, we find that both Malaysia and Thailand have had very similar growth experiences, in that both countries witnessed a prolonged period of rapid growth from the 1960s to the mid-1990s, before the onset of the AFC. Both these countries have seen a noticeable growth deceleration phase since the mid-1990s onwards. This has been reflected in surges in investment rates till the mid-1990s and then a sharp fall. Both these countries have seen significant structural transformation in the growth acceleration phase, as reflected in an increase in manufacturing value added as a share of GDP, and in the product complexity of exports. However, where these countries have parted ways has been in the nature of structural transformation in the growth deceleration phase. Most countries show a decline in manufacturing value added as a share of GDP at high levels of per capita income as the share of manufacturing in total output shows an inverted U shaped curve over the course of development (Rodrik 2016) . However, as Tan (2014:160) notes, "the turning point for manufacturing at around US$4,000 GDP per capita in 2000 indicates that (Malaysia's) deindustrialisation is premature". The regress in structural transformation in the case of Malaysia is also indicated by the decline in the product complexity measure, as well as the decline in manufacturing output and productivity growth in the 2000s (Tan 2014) . 4 The Hausmann-Hidalgo measure is not without its problems as it does not differentiate between exports which are assembled in the country and where most of the inputs are mostly imported and exports where all the stages of production takes place in the country. Nevertheless, the Hausmann-Hidalgo measure is a good summary measure of economic complexity in the country's exports and is a good predictor of future income growth (Hidalgo and Hausmann 2009) .
The Conceptual Framework
Economic growth in developing countries is episodic -massive discrete changes in growth are common, with most developing countries experiencing distinct growth episodes and growth accelerations and decelerations or collapses as transitions between those episodes (Pritchett et al. 2016) . In this section, we outline a conceptual framework drawn from Pritchett and Werker (2012) and Sen (2013) that can provide a political economy explanation of the episodic nature of growth in developing countries. Our framework has three core variables: the political settlement, the rent space, and the deals space.
Our first core variable is the political settlement, which Khan (2010) defines as "the interdependent combination of a structure of power and institutions at the level of a society that is mutually 'compatible' and also 'sustainable' in terms of economic and political viability.. In Khan's notion of political settlements, institutions and the distribution of power have a circular and interdependent relationship. Khan defines power as holding power -that is, "how long a particular organization can hold out in actual or potential conflicts against other organizations or the state" and where holding power is "a function of a number of characteristics of an organization, including its economic capability to sustain itself during conflicts, its capability to mobilize supporters to be able to absorb costs and its ability to mobilize prevalent ideologies and symbols of legitimacy to consolidate its mobilization and keep its members committed" ( (Khan 2010, p. 20) . The relationship between holding power and institutions is two way. The configuration of holding power at the level of society is supported by a range of formal and informal institutions that reproduce and sustain the specific configuration of relative power between organizations by enabling a consistent set of economic benefits to be created and allocated. In turn, relative power determines which institutions emerge, whether institutions are enforced, and what their effect is on economic performance. If the distribution of benefits by a particular institution is not accepted by groups who have high holding power, there would be opposition to the introduction of the institution or its enforcement would be contested, leading to a possible increase in political instability, even though the institution may be growth-enhancing. This suggests that for political stability to be maintained in a given country context, the prevailing political settlement must be well aligned with the distribution of rents that accrue to the different groups of elites that constitute the settlement.
Khan argues that the structure of the ruling coalition is important in explaining why some political settlements have greater enforcement capabilities than others. Two dimensions of power matter in understanding these capabilities. First, the horizontal distribution of power, which is the power of the ruling coalition relative to the power of excluded coalitions. Second, the vertical distribution of power, which is the relative power of higher compared to lower level factions within the ruling coalition. Figure 6 provides a schematic view of these two dimensions of power, and how they matter for the enforcement capabilities of the ruling coalition.
It is clear from Figure 6 that the most favourable combination in terms of the enforcement capabilities of the ruling coalition is when the ruling coalition faces low opposition from excluded factions so as to take a long-term view, allowing patron-client networks to be self-sustaining and growth focused. With limited power from lower level factions, the ruling coalition is able to exercise control across the entire pyramidical structure of the network to make sure that the network does not turn predatory. A concentrated horizontal distribution of power coupled with dispersed vertical distribution of power leads to a vulnerable authoritarian coalition that is always in the danger of being overthrown, while a concentrated vertical distribution of power coupled with dispersed horizontal distribution of power leads to a weak dominant party that may be growth oriented, but is unable to obtain 'buy-in' from the different lower level factions in using rents productively for growth. Finally, dispersion in both horizontal and vertical distribution of power can lead to 'competitive clientelism', leading to cycling of factions in power and in the shortening of the time horizon of patrons, leading to possible predation and a lack of economic growth. Our second core variable is the structure of economic opportunities in the economy, which we call the rents space. We divide the private sector along two dimensions, which capture the target market and the source of profitability respectively. First, do firms cater to domestic demand, or rather to use the country's factors of production to export to the rest of the world? Looking at major investments in developing countries , businesses generally have a value proposition to target just one or the other. Second, do they generate profits through discretionary rents under the control of politicians or bureaucrats, or through normal market competition, that is, by out-competing other firms? In many developing countries, due to the necessity of sharing rents among economic and political elites to maintain stability, most of the larger firms' bottom line is disproportionately driven by these "regulatory rents." Dividing the private sector along these two dimensions generates a rent space, with four distinct groups of firms, as in Figure 7 . 
POWERBROKERS WORKHORSES
Source: Pritchett and Werker (2012) Regulatory rents are defined as those derived from some discretionary action of government, such as: offering licences for commercial use of a resource (e.g. mining), bestowing firm-specific (rather than industry-specific) tax advantages, market exclusivity, or application of applicable regulations. It could also be derived from deliberate government inaction such as permitting monopolies to charge prices significantly above marginal cost; or not enforcing anti-trust law or pursuing competitive markets when it would be appropriate for consumer welfare.
Firms operating in competitive industries may still earn rents, but those come from competitive strategies undertaken for the firm to make a better product at a higher margin, such as: brand differentiation, locational advantages, capital intensity, or increasing returns to scale generally.
Rents in competitive industries can also be Schumpeterian -that is, rents deriving from innovation and information generation. Firms primarily compete against one another in product markets. When government offers industry-wide (e.g. car parts manufacturers) or special economic zone-wide tax advantages (tax holiday for ten years), for example, profitability may go up but the nature of competition is unchanged.
The rentiers are the natural resource firms exporting to world commodity markets. Agricultural firms with concessions are usually here as well, since they get to use large tracts of land without going through formal property purchasing channels. In general, rentier firms sign agreements with the state, which essentially give them the right to sell the resources belonging to the state and its people-in exchange for a set of fees and taxes.
The magicians are the exporters that operate in competitive industries. They are labelled magicians since they make a market out of nothing (as opposed to firms serving the domestic population that can rely on a captive market). In a typical developing country, competitive-industry exports might include garments, manufactured goods, agricultural products, tourism, and processed items.
The powerbrokers are the firms catering to the domestic sector that operate in industries subject to regulatory rents. Most powerbrokers are in regulated industries (sometimes restricted to a single state-owned enterprise) that limit competition, like power provision, port operation, petroleum refining. Others survive off government contracts like heavy construction companies. Since powerbrokers know that they will be regulated, they tend to form close relationships with government. In many developing countries, firms that would otherwise be in a competitive market may lobby to get their own monopoly, and in doing so earn excess profits.
The workhorses are those firms operating in competitive markets that serve the domestic economy.
Among the workhorses in a developing country are its subsistence farmers, livestock raisers, builders, restaurant owners, petty traders, hairdressers, village lenders, and some of its importers. Much of the time, they provide the vast majority of goods and services in the market-particularly those goods and services consumed by ordinary citizens. Many of the workhorses operate in the informal sector, utilizing shadow markets and traditional dispute mechanisms in order to enforce contracts.
This typology does not imply that rentiers and powerbrokers are bad, and that magicians and workhorses are good. Indeed, it may be the rentiers that provide the main engine of growth during growth accelerations. And it may be the powerbrokers that provide the essential services that give citizens access to trade, water, sanitation, electricity, and communication. But firms in each of these quadrants have different demands of the state, even (in fact, especially) of those states that do not enforce all of the rules. Understanding those divergent interests is important to understanding how the elites may or may not have an interest in growth.
Policy evolution in "deals" environments is essentially the outcome of the interaction between the political settlement, and the rent space. Powerbrokers are the classic force for red tape, where the impetus may come from strong politicians or bureaucrats creating rents for themselves or their cronies, or from strong businesspeople buying off politicians and bureaucrats to entrench their market position. The problem is that they advocate for policies that are detrimental to firms in the other quadrants.
When powerbrokers are strong, and decisive, the economy trends towards bad rules that create the differential advantages of the powerbrokers through selective enforcement for the "friends." When other economic actors are also strong, just not strong enough to set the rules, the situation trends towards not "good rules" but rather "poor enforcement", since strong enforcement would end up stifling the other sectors. Rentiers and workhorses end up not paying their taxes by an endless string of deals. In this environment "magicians" are all but excluded as the rent seeking behaviour of powerbrokers in non-tradable industries creates both bad rules and often high-cost infrastructure (e.g. by garnering rents from construction, monopolizing power or ports, etc.).
Our final core variable is the deals space, where deals are defined to be a specific action between two (or more) entities (or individuals) that is not the result of the impersonal application of a rule, but rather of characteristics or actions of specific entities which do not spill over with any precedential value to any other future transaction between other entities. In our framework, the deals space captures the range of informal and personalised relationships that are observed between economic actors and political elites in developing countries. An earlier literature on the institutional determinants of economic growth has focused on rules, which are de jure policies or formal (parchment) institutions such as courts and written contracts. However, the key feature that distinguishes "developing" countries is the gap between the official, formal, legal, de jure laws and regulations and what actually happens. The stated "rules of the game" have near zero predictive power for what will actually happen. officials, are honoured. In this case, investors can be assured that the political elite can deliver on the deals they make with the latter. On the other hand, disordered deals are deals that investors make with the political elite, where there is no certainty that the deal will be delivered. Open deals are deals that are widely available to all investors, large or small, and not confined to an elite or a small group of favoured investors. On the other hand, closed deals are offered by the political elite only to a small group of investors. 
Towards a Theory of Episodic Growth
We now have the building blocks in place to develop a political economy theory of episodic growth.
In our framework, economic growth and the degree to which that growth is characterized by structural transformation is an outcome of the nature of deals (the intermediary variable) offered to economic actors. This in turn is a function of the political settlement and the rents space (the core variables) (Pritchett, Sen and Werker 2017) .
Growth episodes then influence the political settlement and the rents space by positive or negative feedback loops which in turn impacts on the deals space, affecting future growth. We provide a schematic representation of the inter-relationships in Figure 8 . According to our framework, economic growth is likely to accelerate when there is a movement in the deals space from disordered to ordered deals. Ordered deals mean that an investor's time horizon for realizing returns is lengthened, which makes a greater set of investments profitable in net present value. There may be an additional quid pro quo in which ordered deals allow the state to ask investors to commit to the investment decision and engage in production, so that rents can be generated through the production process. This commitment to ordered deals needs to be seen as credible by investors: they must believe that the state or its agents will not renege on its implicit or explicit promise not to expropriate future rents, especially after investment decisions involving sunk costs in fixed capital have been taken (Sen 2013) .
A commitment to "ordered deals" is more likely in at least two situations. One of them corresponds to the "doorstep" conditions of North et al. (2009) when interactions among the elite begin to take place in a more impersonal manner; in our framework this would be most likely when the economy is further along in structural transformation, usually indicated by a larger share of workhorses and magicians, and supported by a political settlement whose legitimacy comes from economic growth and positive reforms. The other situation is orthogonal to these unambiguously positive outcomes.
That is during dominant party political settlements, where a strong political leadership allows for the likelihood of deals, once negotiated, to be honoured (ordered deals) and credible commitment by elites to economic growth. The growth accelerations that occur during such political settlements may just as likely arise in rentier and powerbroker quadrants, and support an ever-more-exclusive political elite whose power comes from patronage or repression. To contrast with dominant party settlements, in competitive clientelism, due to cycling of factions in power, political time horizons are short, and credible commitment to ordered deals may not be present.
There is nothing pre-ordained in the evolution of institutions that suggest the move from closed ordered or disordered deals to open ordered deals is linear. As economic growth originates in a country, there are two feedback loops that occur from the growth process to the deals space. These feedback loops can be both positive or negative -in other words, whether with further economic growth, the deals space may turn from being open ordered to being closed ordered or being disordered. The first of these feedback loops is economic in nature and depends on whether the process of growth strengthens powerbrokers and rentiers relative to magicians and workhorses.
Since rentiers and powerbrokers benefit from closed deals, a growth episode that empowered them would likely lead to a closing of the deals space. In such an episode, we would expect to see closer personalised relationships with the political elite, to capture the process of licence allocation or to create artificial barriers to entry. On the other hand, a growth episode that empowered magicians and workhorses would likely lead to an opening in the deals space. This is for two reasons. Firstly, these are sectors that are most dynamic and where "creative destruction" is most likely to occur, and where firms in these sectors would benefit the most from an open deals environment. Secondly,
given the inherent contestability of these sectors and the presence of a large number of economic actors, a closed deals space that excludes many of these actors is not likely to find political traction.
Finally, these two sectors depend on an efficient powerbroker sector for cheap and high quality inputs to their production process, such as well functioning roads and reliable electricity provision, and would benefit from the competitive pressures that an open deals environment would bring to powerbroker firms, thereby further weakening the powerbrokers.
The second of the feedback loops is political in nature and depends on nature of the political settlement and how it evolves over time. The evolution of the political settlement would depend on in part on the relative holding power of the political interests attached to firms in the different quadrants of the rent space, since they will set the terms of government capabilities and the deal space going forward, subject to the constraints of the settlement. In growth episodes where rentiers and powerbrokers gain influence, the feedback effect from the growth process is likely to be negative for institutional quality. The one potential exception is during a dominant party political settlement with strong enforcement capabilities in which the ruling coalition sees magicians and workhorses as politically salient for the purpose for maintaining growth (Khan 2010) .
If the positive growth episode is underpinned by closed ordered deals that do not become open over time, it is likely that both the economic and political feedback loops will turn negative and the closed ordered deals may become increasingly disordered, bringing the positive growth episode to an end.
On the other hand, economic and political feedback loops can be positive if the deals space becomes increasingly open, and the magician and workhorse sectors become increasingly important in the growth process, leading to rapid sustained growth. We depict the different possibilities in Figure   9 , which sets out visually our framework for understanding episodic growth.
Figure 9. A Framework for Understanding Growth Episodes
Source: Kar and Sen (2016) The above characterisation of the deals space seems to suggest that developing countries will be in one of the four quadrants of and structural transformation, as we will see when we examine the growth experiences of Malaysia and Thailand. We do this next.
The Growth Experience of Malaysia and Thailand in the Pre-AFC Phase
In this section, we discuss the political economy factors the underpinned the growth accelerations of Malaysia and Thailand in the pre-AFC phase. Malaysia's now politically-isolated Chinese capitalists, it sought to promote national unity through two mechanisms: first, by eradicating poverty regardless of race; second, by restructuring society to foster socioeconomic parity between ethnic groups (ibid). To achieve these objectives, the BN introduced a dualistic deals environment. Closed-ordered deals were offered to rentiers and powerbrokers, where the ability to shield them from competition allowed the BN to advance its restructuring goals (Cho 1999 Chung-Hee, he centralised power within the executive and utilised his control over state organs to enforce a shift in development policy (Gomez 2004) . Critical of the NEP for encouraging a "subsidy mentality" amongst Malays, and for escalating public-spending to a point where it triggered a recession in 1985, he narrowed the range of rentier and powerbroker beneficiaries, channelling rents and contracts to an elite industrial class that could symbolise Malay prosperity. Notably, the Heavy Industry Corporation of Malaysia (HICOM) was established; backed by enormous resources, it was to spearhead industrialisation by investing in cement factories, iron and steel works, petrochemical plants and Proton, the national automobile manufacturer. In reality, however, Proton became little more than a vehicle for dispensing patronage to a "politically influential minority" (Gomez and Jomo 1997:1) . Nevertheless, while deals closed for rentiers and powerbrokers, they opened further for magicians, with a 1986 Investments Promotion Act providing ten-year tax holidays and relaxed foreign equity restrictions for priority industries.
Malaysia
Positive and negative feedback characterised Malaysia's acceleration episode. Open- Garment Manufacturers Association, for example, pressured it into developing local cotton and worked with the Export Promotion Department to identify new markets that eased overproduction issues and enhanced value-added production. In automobiles and electronics, suppliers lobbied for local content requirements that were, despite initial resistance from MNCs, relatively successful in generating linkages due to the time-bound targets set by the BOI (Natsuda and Thoburn 2012).
As in Malaysia, negative feedback was political. Prem retired from frontline politics in 1988, leaving a power vacuum as subsequent Prime Ministers struggled maintaining the powerbalance he crafted. A government stacked with businessmen-cum-politicians lasted less than three years before being overthrown by the military in 1991, while the junta replacing it managed a year before rioting forced the King to demand its dissolution. Thailand then saw three profoundly unstable elected governments between 1992 and 1997, each of which failed to survive a full-term. As Hewison (1997: 2) notes, unrestrained "money politics"
emerged during these years, with money becoming vital for bringing coalitions to power and keeping them there. Indeed, Thais characterise the period as a series of "buffet cabinets", referring to the eagerness with which politicians helped themselves to state resources (Marshall 2014:94) . So corrosive was the political climate that even the macroeconomic cornerstones were undermined. Technocrats were replaced with political appointees, resulting in increasingly disordered deals and a rapid decline in the management of the economy (Raziah 2012). Where Prem's eight-year tenure saw three Finance Ministers, the following ten saw thirteen hold the position. Even the previously incorruptible Central Bank became embroiled in a series of scandals, including the bailout of a politically-connected bank that would have been unthinkable previously.
The Growth Experience of Malaysia and Thailand in the Post-AFC Phase
In this section, we analyse Malaysia and Thailand's post-AFC deceleration episodes from the viewpoint of our conceptual framework. We discuss the evolution of the political settlement and rents space in Malaysia, and how these variables explain the evolution of the deals space and feedback loops, followed by a discussion of the same variables in Thailand.
Malaysia

Political Settlement
While power-struggles had undermined the BN since the late-1980s, it was only after the AFC -and particularly the imprisonment of Deputy Prime Minister Anwar Ibrahim -that an outright rupture occurred. Nominally, differences had arisen over how to deal with the crisis, as Anwar was reluctant to bailout Bumiputera conglomerates while Mahathir, swayed by ethno-political considerations, argued that failure to do so would jeopardise Bumiputera interests. Just as importantly, however, Mahathir believed Anwar was using the crisis as a pretext to challenge his leadership (Gomez 2004) . Either way, the affair triggered an unprecedented backlash because it revealed the extent to which Mahathir's inner-circle 
Towards Competitive-Clientelism
While the BN is currently a vulnerable authoritarian coalition, we predict that this will not be the case for much longer, as Malaysia's political settlement demonstrates increasing competitive-clientelist tendencies (Figure 13 ). Haemorrhaging middle-class support, the BN is reliant on working-class Malays, with the result that low-level actors -particularly UMNO leaders at divisional and branch levels, as well as non-party brokers -have become influential due to their importance in distributing patronage and mobilising voters (Weiss 2016 ). More generally, the strength of lower-level actors as voting blocs is forcing the BN to unveil populist measures before elections. Unveiling his 2012 budget, Najib, who doubles up as Finance Minister, announced that 1.4 million civil-servants would receive salary increases, that low-income households would be given RM500 and that students -an oppositionleaning demographic -would receive book vouchers. Forced into doling out these goodies by Malaysia's shifting political settlement, the BN is increasingly dependent on illicit money for campaigning and vote-buying, which only exacerbates the collusive state-business relations that the middle-classes seek to eradicate. This is exemplified by the scandal surrounding the $681 million that 'mysteriously' appeared in Najib's bank account before the 2013 elections, which is rumoured to have been siphoned off from 1MDB, a state investment fund he chaired (Gomez 2016 ). 
Source: ibid
The second and related trend is a resurgence of rentiers. This has resulted in a reversal in structural transformation, with declines in textiles and electronics accompanied by increases in petroleum and palm oil (Figures 14 and 15 ). Palm oil's resurgence is pertinent because it is intimately linked to the political settlement. To further its restructuring goals, the BN initially turned it into a workhorse sector, using trust agencies to purchase foreign plantations; land was then parcelled out through schemes like the Federal Land Development Agency (FELDA). FELDA was Malaysia's biggest grower by 1990, lauded for integrating smallholders into production (Cho 1999) . Since then, however, and in the context of a weakening BN, production has become rentier-dominated. Reliant on private money to bankroll elections, Sarawak's Chief Minister, cooperating with UMNO elites, has granted enormous concessions in Malaysian Borneo to politically-connected businessmen (Cramb 2011) . In exchange for receiving long-term leases at well below market prices, or often for free, they channel donations to the Minister's Pesaka Bumiputera Bersatu party and the BN more broadly. By 2011 it was estimated that 198,882 hectares, an area three times the size of Singapore, had been allocated in this way. This heralds a radical transformation of the sector since 1990, when 23,000 hectares were cultivated, the majority under FELDA-type schemes (ibid).
Deals Space
Up to the AFC, the BN got its dualistic deals strategy more-or-less right, striking a reasonable balance -less so under Mahathir -between sustaining growth with open-ordered deals to magicians while restructuring society with closed-ordered deals to rentiers and powerbrokers. Owing to recent shifts in Malaysia's political settlement and rents space, however, this strategy is unravelling, with policies and institutions that were once successful in driving growth and fostering ethnic harmony becoming counterproductive. For one, the heady mix of declining magicians, resurgent rentiers and a vulnerable authoritarian coalition is making Malaysia's deals space more closed. This is exemplified by the shady patronage deals, land leases and interlocking shareholdings that have transformed palm oil. Of even more concern, the ordered deals that have underpinned Malaysia's growth trajectory are slipping, with disorderly deals emerging. Oil is an example. Deals have been closed -extremely so -since the 1974 Petroleum Development Act gave Petronas exclusive rights to exploit Malaysia's reserves (Cho 1999) . Nonetheless, deals were highly-ordered, with Petronas earning a reputation as one of the world's best-managed NOCs, staffed with capable technocrats who secured favourable production-sharing agreements (Jesudason 1990 ). Yet the weakening of Malaysia's political settlement has led to increased "political meddling", with Petronas deployed to prop up flagship Bumiputera projects including Proton, provide energy subsidies to politically-connected firms and suppress the opposition by halting royalty payments to oil-producing regions whenever opposition parties are elected (Doraisami 2015) . As the BN has become reliant on Petronas as a patronage tool, management of the sector has concomitantly declined, demonstrated by the BNs disregard of its National Depletion Policy. Unveiled in 1980 to manage reserves, production was meant to be capped at 270,000 barrels per day, a far cry from the 603,000 currently being produced.
The negative effect of the emerging disordered deals environment is mostly clearly reflected in the non-recovery of the investment rate since the AFC as we have seen in Figure 3 . The stagnation of the investment rate is the crucial explanatory factor behind the growth slowdown since the AFC.
Feedback Loops
Even in the late-1980s, the BN was acutely aware of Malaysia's impending structural squeeze, with Mahathir launching an Industrial Master Plan to stimulate upgrading (Rasiah 2012). Najib is also under no illusions, warning that "we have become a successful middleincome economy, but we cannot be caught in the middle-income trap; we need to make the shift to a high-income economy or risk losing growth momentum" (World Bank 2016:1). The problem is that just when political commitment, state capacity and effective complimentary institutions are needed to implement the deep reforms required, negative feedback from the political settlement and rents space has caused institutional degradation.
Two forces are at play. First, the BNs increasing vulnerability has led it to dole out publicsector jobs to politically-influential individuals, resulting in revolving door patronage appointments (Gomez et al. 2013) . Even macroeconomic institutions are under threat. The
Finance Ministry has been compromised ever since Najib took on the dual role of Prime
Minister and Finance Minister, while the long-serving and internationally-lauded Central Bank Governor, Zeti Aziz, was due to be replaced by a political appointee until Najib's recent U-turn. Second, bureaucratic performance has been undermined by quotas requiring a ratio of 10:2:1 for Malays, Chinese and Indians (ibid). UMNO elites accept these quotas are undermining performance but will not remove them because they are popular with working-class Malays, on whose support they now depend. It is the same with education, where quotas allow Malays to attend university but exclude non-Malays who leave Malaysia in search of tertiary education, sometimes never to return (Rasiah 2012) . This is a concern, given Malaysia's shortage of engineers and researchers, and the urgency with which it must upgrade.
Thailand
Political Settlement
Thailand retained a competitive-clientelist settlement for much of its deceleration episode, though the fissures it generated became increasingly virulent, triggering a shift to a vulnerable authoritarian coalition ( Figure 16 ). As in Malaysia, the AFC -and particularly the unwieldy six-party ruling coalition's inept response to it, which entailed months of dithering over the terms of an IMF bailout before finally accepting one on even more stringent terms A stunningly successful strategy, it produced the most crushing victory in Thailand's history.
Thaksin won 375 of 500 seats, his numbers swelling as smaller parties joined his coalition.
Within this context, Parliament became a place for the TRT to "talk shop" and process legislation unopposed, with Thaksin's behaviour becoming increasingly authoritarian as he lavished business opportunities on cronies and placed allies within the clutch of institutions created to provide checks and balances (Hewison 2010:123) .
Furious at a resurgence of money politics, the middle-classes formed the People's Alliance 
Vulnerable Authoritarian Coalition (2014-Today)
It is in this context that the military launched its third coup since 1996. Declaring that feuding had left Thailand on the brink of civil war, it ousted a government led in Thaksin's absence by his sister Yingluck, which had riled the establishment with an amnesty bill pardoning Thaksin. Just as critically, the coup was launched when 88-year-old King Bhumibol's health was deteriorating rapidly, prompting fears of an unfavourable succession.
Even though Prince Vajiralongkorn was constitutionally next-in-line, the military was extremely wary of this as he is a close friend of Thaksin (Marshall 2014) . Fearing that Thaksin's exile would be lifted if Vajiralongkorn became King, it was rumoured the coup was a mechanism for engineering Princess Sirindhorn as successor.
While coups have been a constant feature of Thailand's trajectory, this had several features that distinguish it from others, leading us to conclude that the political settlement has shifted to a vulnerable authoritarian coalition (Figure 26 ). In contrast to 2006 and 2008, when the military made relatively minor constitutional amendments before presiding over elections weighted against Thaksin-aligned parties, this time it has systematically restructured the political system in ways that unravels the electoral system and prevents future "parliamentary dictatorships" (Kanchoochat 2014) . A military-dominated Constitution
Committee was tasked with drafting a new constitution. As expected, the draft curbed the authority of elected politicians and parties while enhancing the power of appointed officials, oversight bodies and a military-dominated upper-chamber, all of which were mechanisms for extending military rule. The charter caused an outcry, prompting the junta to respond with Orwellian-esque "attitude adjustment" sessions for critics at remote military bases.
After repeated postponements, a referendum was held in late-2016. Responding to a heavy police presence and a ban on campaigning against the draft, many Thais stayed at home, resulting in a turnout of only 55%, of which 61.45% voted in favour. Factions loyal to Thaksin cried foul, citing voting irregularities and the fact that 700,000 bureaucrats and soldiers had been deployed to help "explain" the draft to voters, while the US, UN and EU complained that observer groups were prevented from monitoring the process (Economist 2016). These criticisms were batted away, with the junta heralding the vote as a decisive victory and promising elections in 2017.
King Bhumibol died two months after the referendum, plunging Thailand back into a period of uncertainty just when it had regained some clarity. A year of mourning was called by Prime Minister Prayuth, while the junta shelved proposed elections to oversee the transition. 
Rents Space
Thailand is also finding itself squeezed between low-wage and high-technology competitors.
However, there has not been quite the same exodus of magicians, owing to the (limited)
linkages forged with predominantly Sino-Thai suppliers through local content policies launched in the 1980s (Doner 2009 ). Unlike in Malaysia, where ethno-political considerations prevented the BN from promoting indigenous firms, Thailand's political settlement has allowed -even encouraged -politicians to nurture Sino-Thai capitalists, both as a means of stimulating growth and as a source of personal enrichment (Raquiza 2012 ). This has generated relatively strong linkages with foreign magicians, explaining their continuing -and, in the case of automobiles, increased -presence within Thailand's rents space and export structure (Figures 17 and 18) . Equally, there has not been the resurgence of rentiers witnessed in Malaysia, owing not just to the fact that Thailand has never been as well endowed with natural resources, but that the one resource it did have -land -is exhausted, in contrast to Malaysia's vast frontier in Sabah and Sarawak. Where deals became disordered during the 1990s, Thaksin reordered them by reforming the bureaucracy. He strengthened core institutions such as the Central Bank and Ministries of Finance, and revitalised the BOI and NESBD after years of neglect (Kanchoochat 2014 ).
Yet even here Thaksin clashed with the establishment, as he demanded an ideational shift.
Thailand's bureaucracy has long been relatively effective but promotions and advancement were predicated upon seniority rather than ability, whereas Thaksin implemented a public management system whereby high-performing bureaucrats were fast-tracked to the top (Doner 2009 ). Some suggest this offered a convenient way of transplanting allies into the upper-echelons of the bureaucracy, while others maintain Thaksin was committed to reform.
Either way, it was another arena in which he clashed with the establishment.
Thaksin retained the broad features of Thailand's dualistic strategy, though the beneficiaries of these deals changed significantly, offering further insights into why he was overthrown.
Consistent with previous administrations, Thaksin offered open-ordered deals to magicians, unveiling a cluster-based industrial policy that offered incentives and cheap credit to five priority sectors -automobiles, computers, textiles, food and tourism (Doner 2009 ). Thaksin focused on automobiles, believing Thailand could become a regional export hub. In 2002, he unveiled a four-year master plan offering tax incentives in exchange for meeting targets such as producing 1,000,000 cars a year and 60% localisation. These targets were met a year ahead of schedule and several Japanese manufacturers established R&D facilities in the country. Referring to Thailand's structural squeeze as the "nutcracker effect", Thaksin also helped domestic suppliers upgrade by establishing a National Committee on
Competitiveness and instructing the BOI to promote technology development (ibid:131).
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While there was continuity for magicians, a shift occurred in the rentier and powerbroker domains. Closed-ordered deals remained the order of the day but beneficiaries were no longer establishment-linked firms; instead, deals went to Thaksin's associates. Thaksin was Thailand's major telecoms tycoon while his inner-circle had interests in construction, property, media and retail, all of which are traditional establishment industries. Deals became exceptionally closed as Thaksin channelled licenses and contracts to a coterie of TRT-linked businesses, helping them to expand at an unprecedented rate. Simultaneously, the protection afforded to establishment-linked conglomerates as a means of sustaining the political settlement was unravelled, particularly the privileges given to the CPB, whose "special status" Thaksin resented (Hewison 2010:128) . These are critical insights, then, as they reveal the extent to which Thaksin "was pitted against the 'old oligarchy'", and that the coup was ultimately a mechanism for "preserving the status quo" (ibid:127). 6 In 2010, 53% of the 690 companies that constituted Tier 1 suppliers were Thai or Thai majority firms, while all 1700 Tier 2 suppliers were Thai (Natsuda and Thoburn 2012).
Deals remained generally ordered following Thaksin's ouster, particularly for magicians who are cocooned in Thailand's EPZs and largely insulated from political upheaval. Yet this order has been punctuated by pockets of disorder around regime changes. Thailand had five prime ministers between 2006 and 2014, resulting in constant changes on the management level of ministries and agencies as each incoming coalition rewarded its supporters in a bid keep itself in power (Kanchoochat 2014) . There has been a significant reordering since 2014, however, with the junta launching major reforms in the bureaucracy. There has also been a return to a traditional dualistic deals strategy under its 20-year economic plan, which aims to transform Thailand into a first-world nation with a value-added economy, and whose provisions will be enshrined in law so that future governments are forced to implement them (The Diplomat 2016). Offering incentives to magicians such as automobiles, electronics and textiles on the one hand and powerbroker industries such as petrochemicals, chemicals and pharmaceuticals on the other, it removes subsidies from Thaksin-linked industries such as telecoms and roads.
Thailand's deals environment was relatively more ordered than Malaysia's since the AFC.
This may explain why the investment rate has seen some slight recovery since its plunge during the AFC (see Figure 3) , as compared to Malaysia's prolonged stagnation in the investment rate.
Feedback Loops
The shift to a vulnerable authoritarian coalition since 2014 suggests the possibility of a clear negative feedback loop from the evolving political situation to the deals space that may lead to a disordering of deals in the near future. The increasingly authoritarian nature of the current political regime could lead to push-back from excluded elites (for example, those loyal to Thaksin) while it is also possible that the pent-up frustration in the countryside, due to stark regional inequalities, spills onto the streets of Bangkok once again. While magicians have been remarkably resilient during previous periods of electoral turmoil and military coups, the lack of clarity regarding when new elections will be held as well as the continuing role of the monarchy as a key source of patronage may prolong (or worsen) Thailand's current growth deceleration episode.
Conclusions
Both Malaysia and Thailand were seen to be part of the miracle growth economies of East Asia in the early 1990s (World Bank 1993) and fast moving into high income status.
Following the Asian Financial Crisis of the mid 1990s, both countries have observed prolonged growth slowdowns, with the transition to high income status increasingly unlikely in the near future. In this paper, we offered a political economy explanation of the growth slowdown in Malaysia and Thailand in their post AFC phases. We argued that political elites in these two countries followed a dualistic deals environment in the first growth phase (that is, from the 1960s to the AFC) where they offered open ordered deals to magicians -that is, firms in the export-oriented manufacturing sector and at the same time, offered closed ordered deals to powerbrokers -mostly domestic firms operating in non-tradable sectors or in manufacturing sectors that were protected to a large extent from foreign competition (and in the case of Malaysia, as well as to rentiers). In the case of Malaysia, the dualistic deals environment was an outcome of the strong dominant party political settlement which attempted to balance the need for political stability (through rents that were created for powerful Malay groups in the society via the closed deals with powerbrokers) with the need for high rates of growth that occurred from the open ordered deals offered to magicians. In the case of Thailand, the dualistic deals environment was more a result of a shift to a competitive clientelist political settlement in the 1970s, as well as the means of securing the support of the military and monarchy to the growth strategy followed by Thai political elites.
The dualistic deals environments served Malaysia and Thailand well in the first growth phase as high growth and fast rates of structural transformation ensued with the rapid expansion of the export-oriented manufacturing sector. However, towards the mid-1990s, negative feedback loops were observed in both countries, with the political settlement in Malaysia moving from strong dominant party to a vulnerable authoritarian political settlement after the AFC, and the competitive-clientelist political settlement in Thailand becoming increasingly virulent, culminating in a shift to a vulnerable authoritarian political settlement in the 2000s. In the case of Malaysia, the closed ordered deals that were offered to Malay entrepreneurs, as a means of countering the power of Malaysia's Chinese capitalist class, had largely failed to create a dynamic Malay capitalist class that could compete effectively in world markets, and led to a dualistic industrial structure with multinationals operating in the export-oriented manufacturing sector and globally uncompetitive Malay conglomerates in the domestically oriented manufacturing and service sectors. In the case of Thailand, local content requirements in the automobiles and electronics sectors had created a large number of Thai companies which successfully became supplier firms to the multinationals operating in these sectors. As a consequence, Thailand observed higher rates of structural transformation, though not at the same pace as in the pre-AFC phase, than
Malaysia in their respective growth deceleration episodes. In both countries, the dualistic deals environments had increasingly become patronage based and increasingly disordered after the AFC, and as a consequence, limited the possibility of high growth returning to Malaysia and Thailand after the economic downturn caused by the AFC.
Our findings suggest that there is nothing pre-ordained about the movement from low income to high income status, even for countries such as Malaysia and Thailand who have had remarkable growth success for many years. The "middle income trap" in these two countries may then be a reflection of the clientelist nature of the political settlement prevailing in Malaysia and Thailand, where political elites have little incentive to enact institutional reforms needed for further growth and structural transformation. For Malaysia and Thailand to break out of the middle-income trap, it would be necessary for them to move out of the clientelist nature of the current political settlement that both countries find themselves in. The outlook for this to happen does not look positive for Malaysia and Thailand in the foreseeable future.
